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= 
KEY ECONOMIC INDICATORS 


Values in Billions of BF unless otherwise stated” Average % 
of Change 
% Cues 1975/7 
Item 1973: 1974 1975/74 & 1974/73 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices 1,796.3 2,105.6 11.5 
GNP at constant 1970 prices 1,513.0 1,574.0 L2 . 1.4 
Per capita GNP at current 
prices (in BF) 155,068 161,072 2.5 
Savings as % of disposable 
income 17.9 18.5 
Investment as % of current 
GNP 22.4 24.3 
Industrial Production Index 
(1970 = 100)> 112.2 116.7 106.7 
Average Industrial Wage 
Index (1970 = 100)3 149 180 216 
Steel Production (1000 T) 15,522 16,225 11,586 
Electric Power Consumption 
(Mil. KwH)> 3,150 3,317 3,150 
Unemployment Rate (%)° 3.9 4d 6.75 


MONEY AND. PRICES 

Money supply 556.8 627.7 7217.2 

Savings deposits 645.3 113.1 837.8 

Public debt 764.8 821.4 928.8 

Discount rate, National i 
Bank (%) 1015 T-5 6.0 

Retail price index (1971=100) 116.81 135.13 150.03 


BALANCE OF PAYMENTS AND TRADE (B.L.E.U.) 
Gold and foreign exchange 
reserves 203.0 U7 2k: 240.5 
Balance of payments + 34.3 * *30.5 +57 
Balance of trade? + 27.6 - 60.9 - 70.2 
Total exports FOB of which: 868.7 1,109.8 12057.-0 
Exports to U.S. 48.8 61.6 43.2 
Exports to Common Market 634.6 768.8 745.5 
Total imports CIF of which: 851.1 1,160.7 2,227.2 
Imports from U.S. 48.0 1535 71.6 
Imports from Common Market 601.3 767.0 756.8 


Main imports from the U.S. (1975): Machines and equipment - 12.639; Agricultural 
products - 12.395 (of which grains - 8.472); Transport equipment - 8.421; 
Chemicals - 6.855; Minerals - 5.947; Metals - 5.088. 


112/20/71 - 2/13/73 BF 44.81 = $1; 2/14/73 - 12/31/73 BF 39.45 = $1 (average); 
1974 BF 38.95 = $1 (average); 1975 BF 36.78 = $1 (average). 

December spot or Cumulative figure unless otherwise noted. GNP figures for 1975 
are estimates. 

312-month average, 

lRaised to 7% in 3/76. 

Trade, not payments, figures. 





SUMMARY 


Belgium has begun 1976 with encouraging signs of economic revival. 
Internal and foreign demand is expanding faster than expected. The 
Government is now predicting a real GNP growth rate of 2.7% for this year, 
and could revise this forecast upward. The recovery is still far from 
complete, however, measured against the severe effects in Belgium of 

last year's recession. It is based on inventory restockage and is highly 
uneven -so far. Some key sectors such as automobile assembly, chemicals 
and textiles are recovering well. Activity in others such as steel and 
non-ferrous metals is increasing more slowly. These differences help 
explain the slow pace of progress in utilization of plant capacity and 
employment. Business and consumer confidence remains fragile as reflected 
in uncertain prospects for investment, and continuing uneasiness over 
inflation and the stability of the Belgian franc. 


Inflation in Belgium has been higher than that of its chief European 
neighbors. It has created cost pressures which could prove very 
troublesome for Belgian export competitiveness. There is lowered 
international confidence in the franc, which has suffered severe exchange 
pressures twice already in 1976. The Government has limited scope, 
however, for dealing with the problem by traditional demand-management 
means. Even after recent attempts to reduce expenses, the national budget 
will have a record 1976 operating deficit. There will be pressure through 
next year for expansionary monetary policies to support the Treasury as 
well as economic recovery. Other measures, such as partial price freezes 
last year, income limitations this year, and a new price index are not 
expected to have a major effect. The outlook for Belgian prices in 1976 
rather rests essentially on possible productivity gains, wage/profit 
discipline, and trends in world raw material prices. Prices may rise 

this year at a rate close to last year's performance of +11%. 


The current Belgian balance of payments position is sound with a small 
surplus in 1975. The balance has been gradually deteriorating, however, 
primarily due to the recession. For 1976, Belgian planners predict that 
it will be roughly in equilibrium. This forecast could be upset if trade 
flows are not as favorable as expected or by more central bank exchange 
intervention in defense of the franc. The latter factor notwithstanding, 
the Government remains determined to defend the franc's current parity. 
Its ability to hold the line through 1976 will, however, depend largely 
on the future pace of Belgian inflation. 


The beginning of economic revival in Belgium is a positive development in 
terms of general U.S.-West European economic relations. Commercially, it 
should arrest last year's 5% decline in U.S. exports to the Belgium- 
Luxembourg Economic Union (BLEU). Over the longer term, U.S. exports to 
the BLEU have been on a growth path. This trend could reassert itself in 
1976 with fresh trade opportunities in raw materials, certain types of 
capital and consumer goods, and various types of specialized equipment. The 
Belgian investment climate is somewhat less favorable for the moment, but 





Belgium's ample physical facilities and the Government's positive attitude 
towards foreign investment can still be decisive factors. Meanwhile, 
Belgian industrial investment in the U.S. could quicken this year in 
response to rapid improvement of American economic performance vis-a-vis 
that of Western Europe. 


CURRENT ECONOMIC SITUATION 


Belgian Economic Revival Begins... 


After its worst recession in over 20 years, Belgium has begun 1976 with 
encouraging signs of economic revival. The National Bank's composite 
indicator of future trends has been up every month since the low point 
of the recession last September. Both internal consumption and foreign 
demand for Belgian exports picked up in the last quarter of 1975 and are 
continuing to expand faster than expected. The Government's forecast of 
1976 real GNP growth is now 2.7% but may again be revised upward. Some 
large banks, encouraged by their own private surveys, are already 
predicting an annual real GNP increase of between 3% and 4%, 


While heartening, this recovery is still far from complete measured 
against the very severe effects in Belgium of last year's business slump. 
Real GNP shrank by 1.4% in 1975 according to government estimates. 
Industrial production dropped almost 10%, hitting a low of -17.5% during 
the summer. Exports, which account for about half of Belgian GNP, were 
down 4% in current terms. 


The current upswing from these lows is based on inventory restockage, 
particularly of intermediate goods and consumer durables. It is highly 
uneven so far. Consumer goods should continue to sell briskly, 
reflecting a steady rise in gross disposable household income since last 
summer. Automobile assembly plants are working at full capacity with 
recent car sales (mostly export) up by 1/5 over one year ago. At the 
same time, Belgium's steel industry, the worst-affected by the recession 
in the European Community, is recovering very slowly. The same is true 
for non-ferrous metals. Chemicals and textiles are showing some improve- 
ment, but production of Belgium's important metalworking industry, 
lagging in the cycle, will probably continue on a down-trend through much 
of the year. Construction activity will be somewhat limited by likely 
credit shortages. These sectoral differences explain why overall 
utilization of plant capacity is increasing only slowly from its low of 
71% last fall. Unemployment continues high at 8.6% of the private 

sector labor force, with little hope for significant improvement before 
the end of the year. 


Therefore, while on the rise, Belgian business and consumer confidence 
remains fragile. Some observers continue gloomy about medium-term 
prospects for the European Community as a whole. There are thus doubts 
about the Belgian recovery's staying power, once the essentially 





technical phase has run its course. This is reflected in the uncertain 
outlook for new investment. Gross domestic capital formation shrank 
about 15% in real terms last year and will probably be down even further 
in 1976. That investment which does take place will be primarily to 
reduce labor force rather than to expand capacity. Profit margins remain 
thin for many firms. Long-term interest rates are likely to be higher by 
year's end than in neighboring European countries. Finally, investors, 
both foreign and domestic, will be assessing Belgium's ability during 
1976 to control inflation and re-establish international confidence in 
the Belgian franc. 


-_- - With Inflation Still High... 


During 1975, the Tindemans Government had scant success in solving 
Belgium's vexing inflation problem. The annual rate of price increases 
eased to 11%, but still exceeded that of chief European neighbors and 
trading partners. Belgian inflation has been wage-led, spurred by the 
country's system of automatic wage adjustment to the cost of living index. 
The potential for damage to Belgium's export competitiveness has been - 
clear for some time, as Belgian industrial wages have risen to equal if 
not surpass those of its primary trading rivals. 


Salary levels alone are not the only factor in assessing future Belgian 
export prospects. One should not discount the generally high quality and 
productivity of Belgian workers' output, the excellent business reputation 
of Belgian industry, and the inter-dependent nature of trade within the 
Common Market which takes 70% of total Belgian exports. Current cost 
trends could nonetheless prove very troublesome if continued over time. 
They have already weakened the Belgian franc vis-a-vis currencies of 

some neighboring countries with lower inflation. 


Belgium has limited scope for use of traditional demand-management tools 
against inflation. Fiscal policy options have been rendered almost 
inoperable by an explosion of current official spending over the past two 
years to meet extra social expenses and pay higher salaries and costs. 

In April 1976, the Government announced a "Sobriety Plan" to curb the 
rise of current expenses. The plan will alleviate the situation by 
cutting administrative expenses, postponing programs, and ending some 
subsidies. It is essentially a stop-gap effort, however, not a basic 
reform. There is no indication that taxes will be significantly increased. 
Belgium's current budget could thus well remain in deficit through at 
least 1977. For this year, the current deficit will be a record 

BF 30-35 billion. Combined with bond financing of the separate 

BF 100 billion investment budget, the likely result will be growth of the 
Belgian national debt by around BF 125 billion in 1976. This implies 
pressure at least into 1977 for expansionary monetary policy as well, 
both to fund the deficit and support economic recovery. 





The Government has tried to tackle inflation in other ways. It introduced 
@ program of partial price freezes during 1975; these made little 
apparent difference and were progressively abandoned. This was followed 
by a major governmental initiative last fall centered on a temporary 
incomes policy and indexation reform. Most of this program failed to get 
support from the trade unions and had to be scrapped. Those parts which 
survived went into effect this April; they provide for a nine-month 
suspension of mainly white-collar salary indexation and freeze on various 
types of non-wage income. They are not expected to have an important 
effect on inflation this year. Finally, work continues on reform of 
Belgium's badly outdated price index to obtain a larger and more 
representative market basket. Officials hope to implement the new index, 
with about 2 1/2 times as many items as its predecessor by mid-1976. 

The new index could at least reduce somewhat erratic Belgian price 
behavior on a month-to-month basis. 


The 1976 outlook for inflation in Belgium is mixed. On the plus side, as 
industrial production picks up during the year, there should be corresponding 
gains in productivity. Labor union contract demands will probably be 
modest through 1976; wage growth has in fact already slowed substantially 
since mid-1975. Less encouragingly, world raw material prices are 
generally rising, a worrisome harbinger for resource-poor Belgium. 
Wholesale prices have turned up sharply in recent months; this trend may 
be accentuated by recent Common Market agricultural price increases. 
Moreover, some firms are likely to try soon to re-establish profit margins 
by raising prices, at least on the domestic market. Stronger business and 
government demand for bank credit will mean higher interest rates. On 
balance, the inflation rate could fall two or three points by mid-year, 
but may rebound after the summer. On an annual basis, prices may rise 
between the 12% projected by the Organization for Economic Cooperation 

and Development (OECD) and the Government's 8.7%, i.e. fairly close to 
last year's performance. 


-_-_- And Uncertain Balance of Payments Prospects 


The current Belgian balance of payments position is basically sound. Year- 
end 1975 figures show an overall surplus of BF 25 billion, marking a 
positive balance for the sixth year in a row. The payments balance 
gradually deteriorated, however, over the year, reflecting conditions during 
the trough of the recession. Slack foreign demand put the trade account 
into deficit on a payments basis during the last three quarters. The 
deficit on net capital movements increased to BF 12.4 billion. ‘This was 

due to both the drop-off in incoming foreign investment and increased 
outflow from private Belgians. 


For 1976, Belgian planners predict that the balance of payments will be 
roughly in equilibrium. They base this estimate on an expected deficit 
over the first half of the year as Belgian industry builds up depleted 
inventories of imported raw materials, and a swing into surplus after the 





summer as the revival in foreign demand hits full stride. With luck this 
prediction should hold, but there are several possible developments which 
could invalidate it. The still tentative economic recovery throughout 

Europe could sputter later this year, slowing foreign sales. The large 

mass of liquid savings of private Belgians holds the potential for a 

sharper than expected rise in demand for imported consumer goods. Finally, 
serious speculative pressure has been mounted against the franc twice 

already this year. Continuing National Bank support operations could aggravate 
the capital account deficit, despite the alleviating effects of Belgium's > 
two-tier foreign exchange market. 


Despite the downward movement of some competitors’ currencies in recent 
months, the Government has stated its determination to defend the current 
parity of the franc. Officials argue that devaluation, whether within 
the European monetary "snake" arrangement or floating down outside it 
would immediately result in higher import bills with export benefits 
following only after a certain lag in time. Given the structure of 
Belgium's processing economy and its salary indexation system, they 
believe that even the medium-term stimulus to exports would largely 
evaporate within twelve months. Their ability to hold the line through 
1976 will, however, depend largely on Belgium's inflation rate relative to 
others in Europe and the consequent effects perceived for its balance of 


payments. 
IMPLICATIONS FOR THE UNITED STATES 


The beginning of economic revival in Belgium is a positive development 
for general U.S.-West European economic relations. Belgium has long been 
an influence within the European Community for a liberal world trading 
order and concern for the problems of the developing countries. 
Restoration of non-inflationary economic growth in Belgium would help 

it to continue in this important role. 


As might be expected during a year of deep recession, U.S. trade with the 
Belgium-Luxembourg Economic Union (BLEU) slackened in 1975. According to 
Belgian trade statistics, U.S. exports to the BLEU dropped from 1974 by 
over 5% in current value terms, slightly exceeding the overall decrease in 
BLEU imports. The drop stemmed primarily from reduced shipments of raw 
materials such as metals and minerals. It could also have represented in 
part a natural correction to the over 50% jump in U.S. exports from 1973 
to 1974. Last year's experience notwithstanding, U.S. exports to the 
BLEU over the last three years have increased faster than total Union 
imports. U.S. trade statistics also show the BLEU as a remarkably 
consistent market for U.S. products, taking a steady 2.3% of total U.S. 
exports every year from 1970 through 1975. 


BLEU exports to the U.S. suffered a much sharper decline in 1975, 
plummeting by 43% in current value terms. The primary cause was a 63% 
drop in steel shipments, traditionally the BLEU's major export to the 
U.S. As a result, the Union's trade deficit with the U.S. widened 





appreciably. The deficit could well narrow again this year as U.S. 
import demand grows. If not, the possibility of a persistent imbalance 
could shadow U.S.-BLEU trading relations over the longer term. 


For 1976, U.S. exporters should find that economic recovery in Belgium 
offers trade opportunities in a number of areas. There will be fresh demand 
for many raw materials as Belgian industry rebuilds inventories. Given 

the poor short-term outlook for new investment, the market for capital 
goods will be less favorable except for certain types of labor-saving 
machinery. Government public works programs are continuing at a relatively 
high level with particular demand likely in the sectors of public health 
and educational infrastructure. Other markets which appear promising over 
the next 18 months are those of industrial security systems, laboratory 
instruments, pollution control instrumentation, health-care equipment, 

food processing and packaging equipment, avionics, and process control 
instrumentation. Finally, U.S. suppliers of consumer goods should benefit 
from the predicted surge in Belgium retail spending. Possibilities 

should be particularly bright in durable goods where buying has been 

Slack for almost two years. To the extent that they can adapt to 

European tastes and requirements, U.S. suppliers can also be competitive 

in a number of other Belgian consumer markets, including those for home 

and garden tools, do-it-yourself goods, casual and children's wear, and 
some types of textile products and kitchenware. 


The low 1976 investment forecast reflects some foreign investor unease 


about the current Belgian business climate. New foreign investment in 
Belgium was down by half in current value terms in 1975 compared to 1974. 
The U.S. share dropped 78% over the same period. There has been adverse 
reaction to fast-rising costs and to several serious labor disputes 
involving multinational investors. Inflation and the Government's 
budget difficulties have also meant higher business taxes. Nevertheless, 
the Government continues to maintain a welcoming open door to foreign 
investors with excellent inducements in terms of location, infrastructure, 
transport and labor availabilities. These factors should continue to be 
determining in many cases, particularly if Belgium is able to make 
better progress this year towards a non-inflationary, sustained path of 
economic growth. 


At the same time, the strong economic revival now underway in the U.S. 
could attract increased Belgian industrial investment. Direct BLEU 
investment in the U.S. rose to an estimated $693 million in 1974, the 
last year for which U.S. Government figures are available. Interest in 
this promising capital source continues high on the part of the eleven 
American State Development offices now represented in Brussels. 
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